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21 May 1988
MEMORANDUM FOR: DCI
25X1
FROM: SA/DCI
SUBJECT: NSC Méeting on Monday to Discuss the Versailles Summit
and East-West Economic Relations
1. At 1500 hours on 21 May, we were informed that there would be an
NSC meeting chaired by the President on Monday, 24 May; the Versailles
Summit and East-West Economic Relations will be discussed. We were told
that the working papers for this meeting would be sent to CIA Hgs. by about
1200 hours on 22 May.
2. In the absence of NIO/Economics| \ STAT
25X1 | and DDI's are the action officers. Upon receipt
of agenda particulars trom tne ,\ \wi]] draft and oversee the 25X1
preparation of relevant background papers and tarking points for you. SOVA is
presently drafting an updated paper on the Yamal pipeline.
25X1 3. By way of background, discovered (from a contact on the NSC Staff)
that State was pushing for the Tifting of all o0il and gas sanctions against
the Soviets in exchange for support from all our European allies on credit
restrictions for the Soviets; thus a quid pro quo proposition for our European
allies. The NSC reportedly opposes this State position and hurriedly called
this NSC meeting; the NSC is preparing a detailed option paper on this subject
which we should receive on 22 May. 1
4, 1I've enclosed the following information which should be of background
use for this NSC:

Tab A: DDI's Versailles Summit Update for the 18 May SIG on this
subject; Talking Points for the Versailles Summit SIG meeting
on 18 May;

Tab B: SOVA 20 May memorandum on the Status of the Soviet-Western
Europe Export Pipeline Project;

Tab C: ANIO/USSR-EE's 20 May memorandum on the Japanese Request
for an Exemption to US Sanctions;

Tab D: Your 17 May memo to ExDir on the Yamal pipeline (which was

25X1 given to with a copy of the SOVA 20 May paper,
Western Alternatives to Soviet Natural Gas: Prospects and
Implications);
State Dept. review completed Orig C1 By Signer
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Tab E: Background papers on the Versailles Summit from the NSC
on 5 April: (1) "Strategy Paper" for the Versailles
Summit" and a tasking memorandum, and a tasking schedule
for the President's briefing book; (2) Versailles Summit
paper on East-West Economic Relations;

Tab F: Memo for the Cabinet Council on Economic Affairs on the
Versailles Summit Issues;

Tab G: Summary of conclusions on the 6 April SIG meeting on the
Versailles Summit.

5. On Monday morning you will have updated information for the meeting
25X1 and a briefing

2
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SUMMIT UPDATE NO. 5 #/

18 May 1982

A Versailles Summit SIG meeting was held on 1% May at OEOB,
25X1 attended by the DDI and‘ \ The meeting, as usual, was
co-chaired ‘by Hormats (State), Nau (NSC), and Sprinkel (Treasury).
The meeting was extremely frustrating as it became obvious early
on that the participants were to learn no details of the Summit
negotiating process. Hormats stated that "the White House" had
| ordered a clampdown on information, including no circulation of
l the draft final communique. As a result, the meeting was quite
|
?

sterile.

Hormats led off by quickly running through the five meetings
that had taken place the previous week.

l. OECD Ministerial -- "We got what we wanted, or at least
avoided what we didn't want." 1In particular, the US was
able to obtain agreement that inflation was the number
one priority but more as a step toward a solution to

| economic problems generally than as an either/or

I trade-off between inflation and unemployment.

}
|

2. Helsinki/G-5 Meeting -- Controlling inflation again agreed
as the primary objective; they also agreed that better
coordination of policies was necessary. At both the
Helsinki and OECD meetings, Sprinkel noted that the US
was able to beat down pressure for positive statements
concerning short-term fine tuning of the economy.

3. OQuadrilateral Trade Meeting (US/EC/Japan/Canada) -- At this
meeting, held outside Paris, the US, according to Hormats,
made some progress; some recognition of need to improve
services trade, for example, but less willingness to move
on investment because of French and Canadian refusal to
discuss the issue. Hormats opined that in part because
of French and Canadian refusal to discuss liberalizing
investment, Reagan should put some stress on this at the
Summit. The French have even gone so far as to bracket
some extremely bland language on foreign investment in the
draft final communique.

i 4. Political Preparatory Meeting (Stoessel) -- The political
directors tentatively agreed on general political topics

| for discussion at the informal dinner/lunch meetings,

| e.g., East-West, terrorism, disarmament, etc.

5. Economic Preparatory Meeting (Sherpas):

a. Macroeconomic/Monetary -- The "Sprinkel/Camdessus
Initiative™ appears on track. Sprinkel, while refusing

{NSC review completed - unredacted segments may‘be declassified]
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to go into detail, described the initiative as a

very positive development, which had been promoted from
a Finance Ministers' initiative to a Heads of State
initiative, and which was "a subtle export of

Reaganomics." See Paul Lewis's 18 May NYT article,
attached, which provides much more detail than did
Sprinkel.

b. Trade -- There will be some agreement on trade, but again
no details. 25X1

C. East-West -- We actually have

25X1

The

US side still thinks there is some hope for a compromise,
however, and the US is clearly threatening to make

waves with the pipeline or with other independent action
if we don't get our way on credits.

d. North-South -- Another problem area. All the countries
are pushing Global Negotiations, which the US is
convinced is simply a gimmick to quiet South demands

for tangible progress. The US is standing alone in
rufusing to agree to CN. 25X1
e. Technology -- Nary another country supported the French

proposals on technologv.

\
' As a form of courtesy, and

in hopes of buying the topic, the Summit leaders will
agree to form’g task force, one member per country, to
look at the issue of technology and report to next
year's summit. The mandate of the group will be
extremely vague, and broad, covering all areas of
technology and not simply those brought up in the
French paper.

And that was it. All the briefing papers are in to State,
although some still gwait final clearance/coordination. At this
point, the only hassj@ remaining for us is printing, in 900 sets,
17 graphics plus 17 pages of descriptive text. However, the
briefing papers are being sent to the White House today, and they

may have all kinds of new or different demands for papers. 1In

addition, | \EURA/EI/EI, has been charged with

sending daily briefing cables to the Agency briefing team e
\at Paris/Versailles; he will be contacting many 25X1

Ofyou soon to help with collecting relevant information. Everyone
has been very helpful throughout the process. Thanks,

-2
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Nations Seek Stability
For Dollar, Economies

By PAULLEWIS .

Special o The New York Times

PARIS, May 17— The United States
and other major industrial countries
are near a new moretary agreement
that would stabilize the dollar’s value
in currency markets and provide for
tighter coordination of economic poli-
cies, officials close to the negotiations
said today. )

These countries hope to complete
the pact at the economic summit
meeting that starts at Versailles June*
4. The meeting will be attended by
President Reagan, President Fran:
cois Mitterrand of France, Chancellor
Helmut Schmidt of West Germany
and the Prime Ministers of Belgium,
Britain, Canada, Italy and Japan.

The essence of the emerging ac-
cord, the officials said, is a bargain
between the United States and the
seven other countries attending the
Versailles talks.

The Reagan Administration, they
said, will reconsider its previous
policy of letting the dollar float freely
in currency markets and perhaps will
offer to intervene to smooth out its
fluctuations. In return, they said, the
other countries will accept stricter in-
termational surveillance over their
economic policies, probably within
the framework of the Internmational
Monetary Fund.

The goal, the officials explained, is
to promote a closer convergence be-
tween the economic policies of the
major industrial nations, making vio-
lent currency swings less likely and
reducing the need for the United
States to manage the dollar’s ex-
change rate.

The new agreement expands a simi-
lar accord that was adopted at the
first Western econornic summit meet-
ing, held at Rambouillet, France, in
1975. The revised pact is being negoti-
ated by the small group of senior offi-
cials who meet discreedy from time to
time to prepare these annual meet-
ings. The group is nicknamed the
Sherpas, after the Nepalese porters
who assist climbers trying to reach
the summit of Mount Everest. The
group’s final round of pre-Versailles
talks was held here last weekend.

The new plan is also likely to be dis-
cussed during the talks that George P.
Shultz, former United States Secre-
tary of the Treasury, will be holding
with government heads invited to the
Versailles meeting. He will visit themn
later this month as President Rea-
gan's special envoy.

The latest Sherpas meeting made
progress on policy coordination and
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stabilizing the dollar, according to of-
ficials, but there was less agreement
on what promises to be the sccond
major topic at the Versailles meeting.
This is President Raagan's call for a
general tightening up on trade with
the Soviet Union and its allies, notadbly
by denying them subsidized trade
credits and by limiting Western loans.

‘Coatinuing E fforts Seen :

Efforts to secure such a consensus
at Versailles are expected to continue
over the pext few weeks. If other coun-
tries finally accept the American
view, the officials said, there are indi-
cations the Reagan Administration
may turn a blind eye to Europe’s con-
troversial plan for importing large
quantities of Soviet natural gas later
this century and may lift its embargo
on the export of vital American equip-
ment needed for the proposed pipeline
that {s to carry the gas to Germany,
Italy and France.

By offering to modity its “*hands-
off”” policy toward the dollar’s ex-
change rate, officials said, the Rea-

gan Administration Is trying to meet’

mounting European complaints that it
has allowed the dollar's value to fluc-
tuate violently in relation to other cur-
rencies, hindering trade and invest-
ment. In recent months, many Euro-
pean countries feel that the dollar has
risen to unjustified peaks, forcing
them to raise interest rates and ,un-
necessarilly deepening the recession.

In the past, the Reagan Administra-
tion has taken the position that the dol-
lar should be left free to find its own
level in currency trading, with the
Federal Reserve only intervening to
steady it at moments of exceptional
crisis, such as the attempt on Presi-
dent Reagan's life.

New Study Suggested

But the first public signs of a shift in
emphasis came last week when Treas-
ury Secretary Donald T. Regan said at
a news conference here that the Ad-
ministration was prepared to “look at
the evidence again’* and called for a
new study to be made on the effective-
ness of intervention in the currency
markets.

In return for-being more flexible
about intervention, the Reagan Ad-
ministration’s economics team want

S . THE
NSC review completed - and takes no action on document/™» MAY 18 1962

other industrial countries to make a
more serious attempt than previously
to work out jointly agreed policies to
combat inflation, preserve free trade
and strengthen their economic struc-
ture by phasln% out uncompetitive in-
dustries. Only by securing such coop-

‘eration of economic policies will the

West be able to return to sustainable
economic growth and bring about a
permanent reduction in unemploy-
ment, officials have argued.

So far there is no detailed agree-
ment among the eight Versailles coun-
tries on how to strengthen economic
cooperation. But officials say the Rea-
gan Adminsirtation favors stricter
surveillance of each nation by its

peers.

Remarks by Regan
Spwcial to The Mew York Times

WASHINGTON, May 17— Treasury
Secretary Regan, just-returmed from
meetings last week of finance minis-
ters in Paris and in Helsinki, Finland,
sald today that every one of his Euro-
pean counterparts had complained
about high interest rates in the United
States. Many of them, he sald, sug-
gested a relaxation of the Federal Re-
serve's monetary policy to bring rates
down,

Mr. Regan, meeting with a group of
reporters, also elaborated on what ap-
pears to be a major shift in the United
States policy of intervening in cur-
rency markets only in extreme situa--
tions. ' .

He said there had been four occa-
sions since the Reagan Administra-
tion took office in which the United
States almost intervened — apart
from the assassination attempt, when
it actually did so. He said this policy of

minimal intervention was being re-

viewed.

*We're going to surface this at the
summit,” Mr. Regan said, referring
to the approaching Versailles confer-
ence.
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Talking Points - Versailles Summit SIG Meeting, 18 May 1982

1. The meeting will be chaired by Robert Hormats (Assistant Secretary of
State for Economic and Business Affairs and the President's Personal
Representative (Sherpa) for the Versailles Economic Summit) and Henry Nau
(NSC). They will summarize their meetings over the week-end in Paris with the
other Personal Representative teams; the Paris meeting was the last formal
preparatory meeting before the Summit.] 25X1

25X1

2. The key issues at the Summit are:

0 Macroeconomic and International Monetary -- The West Europeans claim
that high US interest rates are forcing them to protect their
currencies with their own high rates, thus dimming chances for an
economic recovery. At the same time, the US refuses to intervene on
foreign exchange markets. The US, through Treasury Under Secretary
Sprinkel, is proposing a quasi-official international group to
discuss policy coordination among countries.

o East-West -- The US, through the Buckley Group, is trying to obtain
agreement to tighten credit (especially on official subsidies) to the
Soviet Union and to have this agreement blessed at Versailles.

o North-South -- The US appears to be isolated in its stand against
GTobal Negotiations at the UN, although our differences with the
Europeans are largely tactical or diplomatic.

0o Trade and Investment -- The US is pushing for a strong anti-
protectionist statement and a commitment to talks this fall on
liberalizing trade in services. The other key issue is pressure on
Japan to increase foreign access to its domestic market. Tokyo 1is
likely to announce a package of trade liberalizing measures prior to
4 June.

o Energy -- This subject is taking a back seat this year. The leaders
may giscuss possible joint measures to maintain momentum on
conservation and alternatives to oil if 0il prices resume their
slide. The major point of potential controversy would be if the US
once again raises its opposition to the Yamal pipeline, perhaps in
the guise of discussions on European energy security.‘

25X1

3. At the week-end preparatory meeting, the US may have received
additional indications of how these issues will play at Versailles. (There
has been some talk of an informal agreement or trade-off, whereby the US
pledges to reduce its budget deficit and to intervene more on foreign exchange
markets, and the Europeans .in turn agree to US proposals on reducing
officially supported credit to the Soviet Union.) Other items still up in the
air include (a) the length of the communique -- the French are talking about
one page as opposed to previous communiques of 25-30 pages; and (b) the

«

SECRET 25X1
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materials for the US delegation: which agencies are delinquent with which
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25X1

subject of technology -- this is a pet of Mitterrand and his Personal
Representative, Jacques Attali. Their paper on this subject is very
government oriented and idealistic. The US has been pushing for a paper more
agreeable to all the participants, in particular by putting greater accent on
private initiative. Much of this may not be important in the greater scheme
of things, but the US side is concerned about lpsina ahsnlute as well as
public relations control of the deliberations.

25X1

4. The SIG meeting is likely to turn fairly quickly to the briefing
papers.

o We are up to date. We were specifically tasked with only one
briefing paper, on European energy supplies. The paper, prepared by
0GI, has been cleared, coordinated, and passed to State.

0 We have coordinated most other agencies' papers, but a few are still
drifting in. (The deadline for passage to State was 17 May.)

o We have also undertaken to supply 17 graphics (plus 17 pages of
explanatory text, one per graphic) for the unclassified briefing
books. These were culled from a NIC paper, "The United States in the
World Economy: Elements of Strength," currently being printed.
Marshall Casse at State approved the set of suggested graphics on 14
May. The print shop is not totally sure they can have the package
(850 sets, 34 pages per set) by 25 May, a firm deadline, but they
appear to be doing their best. 25X1

5. Other support planned by the Agency includes:

0 Agency briefing team in Paris/Versailles, to meet with senior 25X1
officials or their assistants prior to each day's sessions and to
remain on call throughout the day to deliver traffic or new
information. The team is the same as last year's at Ottawa:

25X1

0 In addition to culling information in the field, the team will be
supported by a small group in Headquarters led by\
Chief of the Economic Issues Branch/European Issues Division/EURA.
Larry will work with the energy and economic people in 0GI and with

to gather pertinent information (Summit-related and

other) and cabTle it to Versailles daily starting on 3 June. He

performed im i nction for the Venice and Ottawa teams in 1980
and. 1981.

25X1

_2-
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20 May 1982

SECRET '

MEMORANDUM FOR THE RECORD

SUBJECT: Status of the Soviet-Western Europe Export Pipeline'
Project

25X1 At the request of Acting NIO/USSR-EE,

we prepared a review of recent developments affecting the
Soviet export pipeline project, with a updated assessment
of pipeline completion and West European offtake. This

request was related to a SIG agenda item concerning policy

25X1
toward the pipeline project.

25X1

Chief
Resources Branch
Soviet Economy Division
Office of Soviet Analysis

Attachment:
SOVMB82-10080

[NSC review completed - unredacted segments may be declassified]

SECRET

e e APpProved For Release 2008/01/03 : CIA-RDP84B00049R000300530003-3



25%1 Approved For Release 2008/01/03 : CIA-RDP84B00049R000300530003-3

Q”°

Approved For Release 2008/01/03 : CIA-RDP84B00049R000300530003-3



.o _Approved For Release 2008/01/03 : CIA-RDP84B00049R000300530003-3 25X1

A ASNIABES A ‘ |

. [NSC review completed - unredacted segments may be declassified]

Status of the Soviet-Western Europe Export Pipeline Project

Summary

Moscow has been stressing the high priority accorded the
natural gas export pipeline project by Kremlin leaders. It is
now more than ever a matter of national prestige, and the
pipeline is going forward in the face of delays and rising
costs. Since January the Soviets have been very active in
efforts to circumvent the US embargo on critical gas turbine
parts. Nonetheless, difficulties in lining up substitute parts
may delay for some two years the date for the turbines (which
will drive gasline compressors) to be operational. While this
would cause completion of the eprrt pipeline to slip past the
original 1984 target, completion could ﬁiill occur in 1986 as we
have projected, based on expectation of normal construction
delays.

Measures, internal and external, are being taken to
guarantee that gas exports to Western Europe commence on schedule
in October 1984, or sooner if at all possible. Large quantities
of gas can be delivered through the export pipeline with only a
fraction of the compressor power on line. Moreover, gas can be
supplied to the export terminal by "domestic" pipelines, albeit
at the cost of lowering gas supply to the Soviet economy. Some
reluctance on the part of West European buyers to commit
themselves to more Soviet gas is now emerging as the biggest

deterrent to an early start-up on gas deliveries. Re-evaluation

of the energy market outlook, disappointment over profits from 25X1

SO0VM82-10080

SECRE
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equipment supply contracts, and strategic considerations have
dampened enthusiasm for the project. Thus far, only the West
Germans and French have signed contracts, although Italy,
Austria, and Belgium are expected to sign agreements in the near
25X1
future.
25X1
SECRET ‘ 25X1
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THE DIRECTOR OF CENTRAL INTELLIGENCE

WASHINGTON, D.C. 20505

National Intelligence Council - DDI #3951-82
20 May 1982

[NSC review completed - unredacted segments may be declassified]

MEMORANDUM FOR: Director of Central Intelligence

FROM

Acting National Intelfigence urficer for USSR-EE

SUBJECT : Japanese Request for an Exemption
to US Sanctions

1. The purpose of this memo is to acquaint you with a
Japanese consortium's request for an exemption from the embargo
of US oil and gas technology to the USSR. The embargo, which was
imposed on 30 December 1981 in retaliation for the Soviet role in
the Polish martial law declaration, is affecting planning for the
joint Soviet-Japanese exploration of off-shore Sakhalin Island
0il1 and gas fields. You will recall that an NSC meeting on the
subject had originally been scheduled for 13 May. As of now, it
is unclear when the meeting will be held and whether the Sakhalin
jssue will be subsumed into a more comprehensive discussion of
East-West trade and credit issues. Nevertheless, I am sending
you this memorandum now so that you can familjarize yourself with
the specific issue of the Sakhalin project at your convenience.

2. In preparation for the cancelled 13 May meeting, the NSC
had proposed the following options (presented here in summary
form):

--Deny the Japanese request for now and concentrate on
creating an alternative energy package for Japan.

--Hold the Japanese request as leverage for use in other
aspects of US-Japan relations.

--Accede to the request essentially to gain Japanese good
will. (The Options fully spelled out are on p. 5 of the
NSC memo, Att. 1)

25X1

25X1

25X1

Derv C1 By Signer
Revw on May 88

SECRET
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

CONFIDENTIAL WITH
SECRET ATTACHMENTS May 10, 1982

INSC review completed - may be declassified in full
MEMORANDUM FOR MS. NANCY BEARG DYKE

Assistant to the Vice President
for National Security Affairs

MR. L. PAUL BREMER III
Executive Secretary
Department of State

LIEUTENANT COLONEL ROBERT P. MEEHAN _ _

TR T ASsistantrfoPoIniteragency Matters oo 1T

Office of the Secretary of Defense

. MR. WILLIAM SCHNEIDER -

Associate Director for National Security
and International Affairs ’
Office of Management and Budget

- ==V Execuitve Secretary s - o .T 7. -
o Central Intelligence Agency -

++ " MS. JACQUELINE TILLMAN |
Executive Assistant to the United States
Representative to the United Nations

COLONEL CHARLES F. STEBBINS

Executive Assistant to the Chairman
of the Joint Chiefs of Staff

SUBJECT: Japanese Request for an Exéeption to the December
30, 1981, Sanctions on 0il and Gas Eguipment Exports

to the Soviet Union (C)

The addressal of START*by the NSC has been tentatively rescheduled for-
Friday, May 21, at 1:30 p.m. in the Cabinet Room. Ths NSC meeting on -~
Thursday, May 13, at 3:15 p.m. in the Cabinet Room will instead address
the abova. Attached is a draft background paper for the meeting.

Please provide comments on this draft paper by 10:00 a.m.

May 12. (C)
Telail 0. 0Weeln

Michael 0. Wheeler

Staff Secretary
Attachments

CONFIDENTIAL WITH
SECRET ATTACHMENTS

Review May 10, 1988
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Japanese Request o Anprove U.S. Exnocrt Licenses
et s Lo - EATES <
for the Sakhalin Project

The.Jgpanese consortium (SODZCO) established saven years a

to Joilntly explore and develop thes gas and oil deéosig; ofgo*h

Sik?a%ln continental shelf sent a let+er +o Don G}ecg on 3;35}:2

1zgghiisuigfnth'fequ?stigg that we apporove critical U.Ss. export

gz nses :ow equipmant and Spare parts valued at approximateiy
ml~_th.by May 1 in order to facilitate 1982 exploratars i

for Sakhalin. : TETREY Mok

igDE;O c}a;fs that failure to obtain the U.S. licenses would mean

e 1n§bllluy to cornmnence 1982 expleratory efforts on the sacondsr
geolpglcal Structure ("Odoptu") and resul: in Soviet aﬁr; .y S
£ the 1975 Genexal Agreement governing the projact. P;cg:é:gg
to the»cor:espondence, this denizal would zlso IEPO*tQR{V r;~:gi
in the loss of up to $500 million in "f:c*cﬁni:-—en:‘-".f';rs:“:z:..1~ En;:—:-w“
ment py the consortium and permit the Soviebts o ;raggag a7o:ih~
with the development of the proven reserves of tha pri;:*v_s::u~*~*o
("Chaivo") for which the exploratorv work was com:letedﬁia 0510555*”
1981. .Moreover, SODECO claims that the Soviets will be aSTe :o -
sell the Chaivo gas and o0il +o third countries et "full ma:vn: B
prices." We calculate potential Soviet hard currency ;afd:;:; )
from deliveries. of LNG- to-Japan -over the prescrxibad Ewaht;*-:a“'
period of between $60-80 billion (see percentzce ownafs;ii g; T
SODECO at Tab B). i T T

We have obtained the information below from private sectar scurces
par?1c:pat1ng in the consortiim which dispute several QE tﬁsse* B
claims by SODECO. . - T

. .%._ A May "deadline" for the release of U.S. licenses is
rigrd Ef 1982 exploratorv werk on Qcdoptu is to proceed (Tag C --
cable Zrom our Embassy in Tokyo). However, Odoptu is a redurdén“
geological structure, the development of which is not re"u**ég )
to meet the delivery schedule of ING and crude oil enviszo;;d“in
tﬁf 197§'Geperal %greemegt. The Japanese reportadly have been i
PLSSmDEINg TO resist Soviet pressure to proceed with Odoptu drillinc
ror at least the past year. The Soviets were sressing for Oﬁo;*gﬂ-“
exploration to begin in the summer of 1981. Waen rebeatcély“aétod
by the consortium why Odoptu is perceived as necessary wgeﬂ Cha;;o
has more than sufficient proven reserves +o ful<ill the te:msLoF
the 1975 General Agresment, the Soviets could onl<w resnoné-that~
they cannot defend separating the structures to their "National
Committee."” The source described this Soviet = onale as "reasons
we cannot understand."” No exploratory work has a yvet begun*o; -
Odoptu. The Soviets have insisted on the drilling of five we?;s

SECRET , '
Review May 6, 1988 S EC Q ET
ied

Classiz by Norman A. Bailey

i
'_)'“‘(

=
(=9

i
Qn -

Iy

Approved For Release 2008/01/03 : CIA-RDP84B00049R000300530003-3 - - - --- »




—
- ' SECRET

Approved For Release 2008/01/03 CIA RDP84B00049R000300530003-3

at Ocdoptu in 1982 and six wells in 1983. Theyv threatened <o
ahrogate the agre=ment if this schedule is not observed. Tha
originazl Japanese position was *eoor*edly to resist any Exrilil
at Odoptu, howeve~, confrontad with the atrogation thresat,
reluctantly agreed to the drilling of five wells in. 1982 bux
reserxved the right to have a new decision taken concerning 1583.

ing

2. t was reported that deferring or even cancelling Odeptu
exploration would probably not result in the abrogation of the
1975 General Agreement even if it is confirmed that the Saviets.
have such a right under the terms of the Agreement. One Tokvo—
based firm involved in Szkhalin has reportedly already received
guidance not to takﬁ soil borings at Odoptu because of the

probability that U »S., licenses woula ba withheld. RTINS S

3. It is rega_ded as "highly CLesticnabWe" that the Soviets
can - -undertake the -development and production phase-of-the Chaivao . ..
structura beginning in 1983 should the General Agreen=nt be
abrogauea because of the possible inebility to mobkilize the
financing reguired of between $2-3 bllllon to cover asveWOP =nt
costs. In additicn, substitution of the U.S. export. liams
(probably in Germany and Francs) wouTa -“sul+ l“ 2 cashlv delay
of up to 2 years. e LT ST ; o7

- ‘;v'—~->-,_ e e e e ES -

4, No Far Easgvrn markets othsr *1a3uapan *D”O’tedlj exist
for Sakhalin gas glOO% schaduled +to be exportad to Japan) . On_y
the very modest crude o0il production could be used domesiticzlly
by the USSR or sold for hard currency. :

9]

5. The Soviats, with the possible cooveration of SOD

=CC,
are very likely "testing” the U.S. export licensing policy with
the hope of stampeding the U.S. into granting an exemption Zcr
this project well in advance of the genuine reguiremsnt to obtain
licenses about 90 days prior to a December 1982 signing of the
developmant and production phase of the Chaivo structura. '
6. The Soviets renorted_y Dlacec a LuT rk crew on at

least one of the two drill rigs at the anntu s’;e Six moniths
ago, and without'the approval cf U.S. licenses in early May, this
‘skilled work force would be idle for at least one yezr. This -~
delay would be caused by climatic conditions which limii the
Sakhalin work schedule to beatween June and October.

7. t 1s estimatz2d that the abrocatlon of the Generzl
Agreement prior to the Cheivo production phase would probablv
represent a loss of roughly $170 million to the conscortium rather
than the $500 million figures provided by SODECO. In adéiticn to
the $170 million in the project to dates, $15 million has been
earmarkesd fcor 1982 Odoptu exzloratery work.
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8. Japan is presently facing an ove*s;o:‘v 0ofZ LNG. The

rost authoritative figure on projected ING demand by 1990 is
said to be 38.5 million metric tons (estimate of the EZnergy
Institute of Japan). MITI's estimate of 43.0 rillion metric
tons of LNG is considered scmewhat overstzitad. The tables

attached (Tab D) describe: (1) LNG imported in 1981, (2) con-
tracted LNG to be brought on strezm, (3) rew projects in the
advanced planning stages. Despite tha oversu upply situation -
lllust*atza by the tabLes, the Jeparsse governmen: has renor*odly'
given priority to Sakhalin bacauses (1) it has a 44% owners nip
share of SODZCO, (2) it hes provided the bulk of the $170 million ve
ture capitzal, (3)the project has been under active discussion ané
exploration since 1975 and abrogaticn dus to U:S. licensing
policy would probably create political-difficulties both 1n.;he¢- s
Parlizment and with the JQDEDDSD business community.  (Withous = 7. 7Z
minimizing the importance cf these considerations, thevy do not
change the fact that Japan does not nes=d. Sakhalin LNG ox take . ...
into account a potential U.S. energy oifset package *o assist. . R
in mitigating the adverse political znd Dl‘a*e*a‘ reparcussions.)

9- SODECO's claim that they were exemptad from export
controls in 1980 and 1981 is inaccurate. No embargo existed
for cil and gas related e"L*D:ent in 1980 or 1981. The licenses
for Sakhalin during that perilod wera processed accordéing to-
staraard procadures. LT ; o o ST et e

principally by the Agency, Japanese sources and an American
firm). The issue for decision before the Administra+tion a2+ +his
juncture is whether or not to permit the interrugtion of 1982
Odoptu exploratory work and the possible but, at this writing,
unl'Lely abrogation of the 1975 Generzl Agresement. IF the in-—
formation ouklined azbove is deemed sufficiently accurate, it

is recommanded that we not approve the U.S. export licenses far
Sakhalin at this time. ~ There is little doubt tha: SODECO and
the Japanzse government will register strong displeasurzs with
this dec1 iocn, but the major arguments which support this decision
are: (1) +the reintroduction of curfews and imposition of other
restrictions in Poland in response to a new round of potentially
serious social unrest and violence, (2) original and perhaps
continuing Japanese resistance to exploration of the redundant
Odoptu structure, (3) the reported probability that our with-
holding of export licenses will not result in abrogation of the
General Agreesment, (4) the relatively modest venture-capital
committed to date, (5) indicaticons that the Japanese ars open
to.discussions of various guids, (6) to preszrve the integrizy
of our across-—the-board withholding of U.S. licenses far oil

in zorvgt_on, partlcula*ly con cernlng the au:ogab* QHESulOB
(
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and gas related eguipment to tha USSR for, at least, a fe-

more valuable months to permit efforts to structure a viable
U.S. energy ofiset package should Soviet behavicr czll for

a decision to permit abrogation in December 1982, (7) +he
probability that the Soviets and SCDECO will responé to this
decision by abandoning the more ambitious strategy of circum-
venting U.S. controls without any harm to the project andé begin
to concentrate efforts on having the licenses aporoved Drior --
to the critical December 1982 signing date for the procuction
phase of Chaivo. .

Should the Administration decide to continue to maintain controls
on all oil and gas related equipment to the USSR through 1932,

as mentioned earlisr 4t would probahly. result in the-interruption -
of the entire Sakhalin joint venture. The downside impact oFf

this decision on U.S.-Japaness relations could potentizlly be
mitigated bv structuring an altearnative U.S..energy package -« .
designed to offset Sakhalin delivaries andé provide compelling
inducements for the Japanese to permit abrogation.

Although not an expert on these matters, .2 U.S. energy pack

ace
could perhaps-include: (1) a reappraisal of the Alaskan-Mexican
crude. oil "swap," with the objective of making availzble +o Japan
some 500-600,000 barrels per dzv of Alaskan crude. Should the
"swap" arrangement vrove infeasiblie, we could explore tha ralease

of soie portion of Alaskan crude presently destined for the

Gulf ports. The Congress perhaps could suppor: offset effarts

to interrupt the Pacific equivelent of the Urengoi-~Yamburg cas
pipeline project, particularly if we could secure meaningiul guids
from the Jzpanese; (2) encourace Jazpan to.undertake an LN
project in Alaska in the interest of promoting a “"Westarn energy ..
security” policy framework. This LNG project would provide the
offset amount of 3 million tons of LNG per anmum for 20 years;
and (3) increased U.S. exports of multi-use steam coal from the
present level of 3.5 million tons to a level desired by the
Japanese. ' :

This broader strateqy concerning Szkhalin could also have saveral
positive effectsconsistent with other important U.S. policy
objectives. These benefits could votentially include: (L) denial
of $60-80 billion in Soviet hard currency earnings and $2.7-3
billion in subsidized development financing and sophisticated
Western equipment and technolocv; (2) a drametic easing of bi-
lateral trade tensions due to newly generated multi-billion

U.S. energy exports; (3) upgracded military integration and im—
proved leverage to seek greater concessions concerning defensea
spending; (4) demonstration to the Europezn allies that the U.S.
can act in a comprehensive framswork to advance Westarn energy
security; and (5) critical new leverage over the complstion of

the Urengoi-Yamburg gas pipeline project which depends on the
export of some 400 Xomatsu pipelavers and anntval deliveries o
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750,000 tons of wide-diameter stasl

about 50 percant
O total annual import reguirements for

the project).

However, should the Administration judge that broader con- .
siderations favor the fall/winter ewam ption of U.S5. licens=as

for Sakhalin, we would have subSta“tv ally increased our levp:age
by delaying this decision arnd thereby cen exact mo-e *ean*n’_ul

concessions from Jana". It should be noted that +ha ac*oss—theé

board" 1lifting of sanctions on oil a=nd gas related eguipment to
the USSR would re=move any U.S. Teve*a“e over Sakhalin and maXe
the recommendations outlined above impracticahle.

Based. on thq .afo _*mned-cons,d__ag*aﬁz:uhc s
" corfoborats DO”t‘O 1S QF ~una—*nbo:ma~*ox~s*svﬁcc

options axe available at this time for 1ntaracenc‘

COLL-.L 3“?I.L_ i e e et T e —;;-.;;‘:;;-;r;;%-fl_.z' X

'lf Deny SODECO" s request for a "snec"aT" approval of U.S.
export licenses in May and begin to structure 2 U.S. energy

ofiset pgcxace designed to dissuade Jdapan Zrom broceealnc with .
the production phase ¢f Sakhalin. (This aporocach eaves op=a2n

bnb"ODL*OP“O—‘HDU*OVTng the l*censes‘1ﬂwhha'“:iral,o hageds) CLa:+é§;
: __om.uacan ) : fj'“ :

the lwcensas to prevent azbrogation of the General Ag*eo_ ent, we
should concentrzte our negoL*atvdg efforts on rsceiving various
cuids from Japan among them baing the cpening cof the Japarese
canlfal maxrket for m:jo; untmm financings in +he U.S5., particuls
in the energy sector

3. Approve the U.S. export licenses for Sakhalin in May
for more limited political ben fits and ecconomic and trada con-
cessions.

Roger W. Robinson
Since the preparatlon of the above paper, two documents have
been obtained which should be incorporated into your agency's
review. The first is a summary of the CIA's findings (Tab E)
and the second is an 1nLelllgence report (Tab F) which records an
incident also of relevance to your assessment.
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SAKHALIN OIL DEVELOPMENT

N XCXU3SAL BLDG. . - . TELEPTONT : (23) 2231

41 2-CHOME, MARUNOUCET, COOPER*ATIO}' CO'- LTD- TILEGRAMS : SAHAQT, TOXYO
CZZYODA-RU, TOXYO 100 ALY - J 25244

OTR REF:  SGR-2040

srch 30, 1982
[NSC review completed - may be declassified in fuT 9

Mz, Donald Greg

Director of Intelligence
National Security Council
The White Eouse
Wasnington, D.C. 20500

- P - e e e e e e S i F

Dgé:'Mr. Greg: Ce T R e .

I am m:it‘ino you this letter in raference to the recent neeting
you had with Mr. Chikara Higashi concerning the mecessity of prompe
aporoval of SODMCO s exzport licenses for tnp Sakhalin oil project.
Included as an-azttachment.to this-letter are: o aoc;mﬁ”“s The - -

firsc, the Stath Reno;t is a summsry of the project from its
F=3

beg’:blnc in 1975 to present. If describes the General Agx:

with the Soviet Unior and explains s why a Japanese breach at this

stagn in the project would be so benaficizl to the Soviets. The

second, Talking Points, presents SODZC0O's reasons why the promp:
ranting of licenses is essentizl.

As you will see in. the Status Report, Jzpan is cobligated by the
General Agreement to supply materials, equipment and servicas in the
exploration of the Szkhalin comtinenczl shelf. After seven years,
the exploration period is almost complete. It lacks only some
drilling during this summer, before tha explorztory phase ends naxt
year. If the export licenses are not cranted promptly, Japan will
be umzble to complete the final dr*77.2g by the emnd of the pericd.
Thus, it will be in breach of the Generazl Agreement.

: *

" Such a breach will rpovide the Soviet Union with the opportunity B
to terminate the Agreement. This will result in great loss to Jzpan,
and great benefits to the Soviet Union The Soviets will gain sole
and exclusive right to the oil and gas tHat has been discovered
during the past seven years. It will be able to sell this oil and
gas at full market prices. Fimzlly, the Soviets will be relieved
of its obligation under the Agreement.to pay Japan over one-half
billion dollars. : ' '
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For its part, a breach will deprive Japan of its. guaranteed access
to 507% of an estimated 1.3 billicn oar*e75 of 0il and gas over the next
decade and beyond. This guaranmteed access is at sigrificant discounts.

Further, Japan will forfeit $190 n;lllon in credits, some $22 million
in other loams would be in jeopaxdy, =nd $292 million in compensation
would be lost.

It is our belief that applicztion of the U.S. governnment's
sanctions to these export licemses will injure only Japam, znd not the
Soviet Uniorn. It will, in fact, greatly benafit the Soviet Union.

At the price of perhaps a short and momentary delay in the devalopmenz
-of. this- o_l~and~gas source, ’the Soviet. Unidn will recieve 211 the -
benefits on the Agreenent and Japan's previous perLormhnco and
investments. The purpose of the U.S. government's sanction program

is not, of course; to confer such icmense benefits on the Sovie: Union
2t the expense of an ally.

Time is an important considerztion. Due to cllmatlc conditicns,
the work pariod is only between June and October To complete this
vear's drilling, Japan must adhere strictly to the work schedule.
There is not enough time TQTt before tho end of the exalora;o*y phase
to compensats for delays,ln this ye** s-program. Tﬁus, Japa1 mest
reﬁelve the liceases by eagly:May. - — v ":aem .. - - -

I'will be coming to the United States personally in the next
few weeks. It is my hope that this matter can be resolved at thar
time. In the meantime, please do not hesitate to contact me persornally
on this matter for any furhter information you may need.

Yours sincerely,

| X& d/éq;‘a}‘ Q<’

S. Kobayashi
President
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Sezkhalin 0il Project
e

resent Status

INSC review completed - may be declassified in full

1. On Januvary 28, 1975, Japan and the Soviet Union signed 2
Caneral Agreement for the mutuzl exploration, development,
producrtion znd supply to iapan of o0il and gas f£rom the Sakkalin
Island Continentzl Shelf.

2. The Japzanese parﬁy'is the Sakhalin 0il Development Cooperztion
Co., Ltd., (SODECO)Lg comsortiuz of Ehg’ggpgﬁgse'covgrgnaa;
and private compania;. The Jéﬁéﬁése goverﬁment (japén
National 0i1 Corporation) owns 44% of SODECO stock. To date,
70% of the project's fipancing has been p:bvided by the

Japanese govermmeni, .. . - e e

-

" 3. Explorztiom is occurring in two Structures — "Chaive” and -
"Odoptu''. The General Agreement requires Japan to.supply
equipment, machinery, materials, supplies and services_
during the exploratory period, wkich now extends to Dacember
1982 for the Chaivo arsa and December, 1983 for the Odoptun

ared.

L. -Japan is obligzted to finance the exploratiomn by providing
the Scviets credits redesmable whean successSul (CRWS).
The credits are repzid whea and only if the project results
in the joint éroduction of;oil and gas. As of-early 1982,
Japén'is oﬁligated,to supply $185 million iz CRWS. To dzte,

$163 million CRWS have actually been invested.

5. The Soviet Union is obligated to sell to Japzan 507 of.the

annuzl joimt production of oil. The oil prica is based
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on the posted price of Persizn Gulf oil of comparable

quality, less prevailing discounts aznd comparztive Lreighz.
The price is further reduced by 8.4%. This discount reducticn
is applied to 50% of produced oil and gas for a period of 10
years 2s compensation. The Sovier Uniom is obligztel to
redeem the C2WS only if the fields zre jointly develgped

and produced with Japan.

The maxizum compensation for Japan under the Genaral Agreement

1s $282 williom. oo oo i el UIoninoioons o

The Japansse are further guaranteed access to .50%.0f the.-znnual
joint production for a period of 10 years after the CIWS have

been redeemad.

Total estimated reserves of oil znd gas in tke Chaivo and
Odoptu structures curreztly aczount to about 2.6 billion B3% "
of oil (1.2 billion) and ai: equivalent of gas (i.4 billion).

Under the General Agreesment, Japan has guaranteei access to

at least 1.3 billiom BRIL.

In the event of commercial gas production, Japaﬁ is guarzoteed -
a supply at prices and quantities to be determined by seperate
agreement for the redemption of CRWS and for zn zdditiomzl 10 ‘
year perlod following redemption. It is possible- for Japzan to
receive all oﬁ the gas produced from both fields.

-

.

Japan is further obligated and kas provided credits Zor
exploration and local needs. The credit extended thus fzr
apmounts to S70 million. $22 miliion in credits is scifil

outstanding.
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Uader the exploratory phase, 18 wells have bean drilled, of
which 12 have besn successful. all five of the wells drilled
in the secornd half of 1981 were successful. The Chaivo
Structure contzins oil and gas and an estimate of recoverzble
Treserves is expected shorzly. The decision to develop this

structure will be made this year. The exploration of tha

Y

Odoptu continues until December, 1983. By this time, the
exploration, appraisal and ecomomic evaluation stage of the

1975 .Gene ral Aéreement n*ll be ccmnlated-

I Sy su prtsaly S S S i eed

To comolete Jaoa~ s obl*ﬁat’c os under the explorztory phase

of the Gene:al,Agreement it mest prov1d° mac”*“cry,_aqulpment;i¥;4;4¥mi§
supplies, materizls znd services for the work raguired in
1982. Due to climatic conditions, the 1982 work pariod
gxtands only frgm June to_pctabeff‘ Japanfs failu;g‘pq_

complate the remaining work during the .'f.98’7 work period means

0

that it camaot completa its cbliga tions under the. expleratory .. ._..°

phase before that phase ends in 1983.

To ccnduﬁt operatioms in 1582, Japan must provide $20 miliion
of goods and services. Approximately $2 milliom of this
amount consists of items requiring export licenses for

the U.S. Eighty percent of this amount represents short-
term leased equipment, spare parts and consultznt: se:vices.
Failure to obtzin export licenses for these itams by early May
will preclude Jzpanese operations during the 1982 work
period. Because of the large zmount of drilling to be done
in the short time remaining to the exploratory period, a
delay c=z= zused by the failure to obtair the licensas promptly
will make it impossible for Jzpan to fulfill its obligations

under the expleratcry phase of the Gemeral Agreement. This

will cause a Japanese breach of the Generzl Agraement.

-3 - - o
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The parties are excused from perZormznce of their obligations
only by force majeure phrase which contracts scate "as ozly

natural phenomena'.

Japan has secured export licenses from the United States
during the entire previous seven year period of the project -
including exceptions fram U.S. exbargoes during 1980 and

1981.

To date, work under the Gernerzl Agreement -has: resulted in -~ - -

$72 million of Americazn equipmant and services having beesn .

- e —.provided under.export  licenses.—.~ - cememT oo L IS0 Ll

-t -
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Talking Poin=s
INSC review completed - may be declassified in full

1. Under the General Agreement signed betsresn Japan and the Soviet
Union on January 28, 1975, feor the explorarion and develoraents
of o0il and gas in the Sakhali:llslénd Contimental ShelZ, thas varcies
have mutual obligations for the explorztion, developzent zmd -
production in the area.

2.. Jzpaun has invested, obligatad or lozned ahour $212 millig= thug

far._ A tota* OL $l90 ml.llc of thls 15_;n~c*eqlts,wnlﬁg ETD e

- e ——————— e s -

.*epa_d on;y frcm Jolnt production. The balance is in the ;Br:

At e et e e o

oz other loano and.c*edlts.

3. In the evén:t of a breach causzd by non—per:o rmance, Japan stazds
to lose at least $190 million in the redesemable credits already
obligated. Other loans and credits, now ocutstanding in $§22

- mill

I+
]

14

-

on;, will also be Jeona dize

4. %he General Agreement provides to s211 50% of oil and gas troducad : j
for a period of 10 years at a Ciscounted price as financial }
compensarion to Japan until such compermsation reaches 2pprezizately
$290 millior, payment.of which is also dependent upon joimt praduc—
tisn. In the evanZ of a breach czused by non-performznce, Jzpen

will lose this anount.

5. 1In 211, a breach will cost Japan a totzl of over $500 millionm.

»

-

6. . The government o: Japan itself has a 70%Z inrterest in _ne projecz.
aus, the Vreater porticn of the loss will be borma directly by
the goverrmmenz. It could be z sericus political issue in =he

~ N

Japan's Parliament.

7. The Generzal ‘Agreement zlso provides Japan guzrznteed zccess to
S0% of all production for z period of 10 years after the radssmabla

credit has been redeemed. Based on preseat estimates of Sakhalin -

reserves, this trznslates into 1.3 bdillion 3BL of oil znd gESs.
Japan's breach thus will result in loss of access to over 1

billion barrels of oil and gas.
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9.

10.

1.

12.

_to Japan In efs ech, .h.s means that Jazpaz will have borme .all

five additionzl wells will be driliad in 1582. A decision to

develop and produce the Chaivo scructura with 2n estimate Teservea oOf

1.6 billion BEL will be maca this year. A decision to devalep
the Odoptu structure, with reserves of about 1.0 billioca BBL,
will ba mades shortly. Thus, the pericd of risk and uncertzinty
is essentially over. This risk has been borne by the Japanese

over the previous sever years of the projecc.

The faflure of Japan to fulfill dts obligation under the last

stages of the laractory phase will cause a breach of tha
& exyp J

Agresment that fress the Soviet Unior Ffrom its ohligztions to
. SUTIINT SR e T 5 -~ - —y

Trepay credits, provide risk compensation, and supply o0il aad gas

tne flnhﬂc*a* risk 2t mo cost to the Soviet Union. 'The Sovier
Union will 2lso have the benafit of Japznese and Western machi—

nery, equipment, technolagy aznd expertise in establishing thase

. ell xeserves EIE° -0f. any obligztion under the Generzl- Agresnenc

to Jgpan. Forvlggjtne Japadese to withdraw confers .great bemafirs

Mto the Soviats, while penalizing only the Japa:ese. A :

The grarnting of U.S. export licenses for lezsed equipment, spare
parts and consultani services fs critical to prevent offarxing

the Sovier Uniom a power in right to declare 2 Jezpanese breach.

7
,&:’

exploratory phase ends in December, 1983, Japan must completa iz
final dri1ling under the exploratory phase during the short sork-—
eriod from Juae to October of 1982. TFailure to obtain expors
licenses by early May, 1982 mezns Jzpan cannot complere tha -
drilling under the exp&ora~o*y phase because of the short time
remaining before this ph2se ends. ' ‘
The General Agreement does not contairn any provisions excusing
Japanese non-performance due to faflure to obtain U.S. expors

licenses for necessary equipment znd services. -

The value of the equipment ané services requiring T.S. expor:
licenses is negligible ccmpared to the size of the investmenr -

2lready made by Japan and the great benefits avail aoTa to Japzan
- o -

under the General Agreemenr.

-2
P o
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the Sgviet Union will be gel ayed sozewnal. EHowever, the criticzl
risk stage of the exploranion s esseatizlly completed. Tha
Soviet Union has consistemtiy paintained that it can complata
the remaining exploration and movae to develcpaent znd product=isn
by itself. At the leas:, it could obtain the aid of thizd
countries. The project is so advanced 'that refusal to zran:
export licemses will not deprive the Soviers of the benefirs

from the discovery and develcnmen:t of Sakbaiin oil Zields.

14. Rather than penalize the Soviets, a Japanese braach greatly

bEJefltS the SOVle” Un_cn.

A. The Soviet Union is freed from the obligaticn to redesm the.

~,~1~f~--Janauese‘rlsk c*edlts of $i¢ U'Hlﬂ cn.--- ST T I e

rom the obligation to seil oil

Fh

B, The Soviet Union is freed

zliz

H

o
B
1)

and gas f£rom the flelds._at sigzificazt discounzad
price beleow matker. Thus, the Soviet Urnion is ;regd from
the obligation-to provide cozpensation for Japapesa risk

~.  investment of_over $290 milliom. ... __. ... ..

C. The Soviet Union is fresf f£rom the obligarioca to provide

Japan guzranteed access to 507 of productica (zpprozinacsly
1.3 billion BBL of oil a=d gas).

D. The Soviet Union gains exclusive rignt to the entira 2.5
billion BBL of oil znd gas for its own use, or for szle at

full market prices.
. 15. A cancellatiazn. of the Genexrzl Agre 2ent due to Jzpanesa non-
. performapze will enable the Soviet Union to negotizte 2 replace-—
ment agreemexzt with third countries at vast t1y more fzvorzble
~. . terms than presently obtains Ia the contract with Japan. Reme—

gotiation with the Japanese will 2lso result in z subscitured

4

contract on more favorable terms than the existing Agresment.

16. Thus, at worst, Jzpzmese failura to obtain U.S. exsors licerses .
will result in the Soviet Unicn gzizing sole and exculsive access

to 2.6 billion BBL of oil and gas to use or sell at world prices.

3 -
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ATCdLL, GeVElURATUL ana procuction will be subjecs to a

modest delay, which may well be only termporary.

17. The value of the items needing U.S. export licenses for the 1982
drillipg progzam is only $2 nillicn, 80Z of which 4s represented
by short~te:n.laases, spafe pParts and consulting services.

No high technoioéy is being exported or transfe::ad. No COCOM

items are imvolved. -

18. Japan has recsived expoxrt licenses for 21l previous items
obtainad from the U.5. and used in the project. Exceptions have
been granted under previous ecomomic 5anctionéniméééea’hy the
U.S. a2gainst the Soviet Union. The value of the export licenses

- Tequized ip 1982 isvswall-compared To the value of licemsas =

already granted. Almost all key items of equipmenr su plieg

thus fzzr in the pr&ject have come from the U.S.

§=3
0

« Although the v“lua of _he U.u. itemsg neaaac in 1982 is Ingigni~

flc“n* compared to’ the amount or noney already invested oy Japan -

~and the benefits Japan gains under the Generzal Agreemens —

$500 miilion and over 1.3 biiiion barrels of oil znd gas - the
tizaly (early May) granting of export licenses is essential if.
Japan is. to protect its interests under the projecrt.

20. This project is extremely Important to Jepan. In addition to
the large finazeial investmenr Japan stands to lose, termimation
by the Soviax Union cenrlves Japan of guaranteed access o nearby
il and gas supplies of signiicant quzntities.
. 21, Janane;e access ro Saknalln will ease 1ts dependence on ofl

supplied from geog:aun*c areas of 1nt°*na::onal instapilicy.
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SODECO Major Shareholders

Japan National Oil Corpoxation. (100%
government owned)

Japan Petroleum Explorztion Corno*at;op
(50 govarnmant owned)

Oversezs Petroleum Develooment Corporation
(private) . - '

C. Itoh (project coordinator and major
trading company shareholder)

S - . -~

e _—

“Guls- Oll'po*po*alrgn
Marubeni

Nissho Iwai

Miscellzneous (several private cimpaniass)

INSC review completed - may be declassified in full] .
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Aldagks 0.9¢8
Brooed 5.14
Abw Dh=hi Z2.06
Inconesia 8.8
Totzl 16.96
TT. . Contmacted ING (million met=ic
Sazawak 6.0 bkeg. 1983
- Inéonesia - 6.5 bkeag. 1987
' Avstrzliz 6.0 Dbec. 1987
matal 18.5
A S S NS o
EERIP ING Projects in Planning Stace
Comzda 2.9
~Sakhalin 3.0
Quatar 6.0
Thailand 2.5
Total 14.4 (211 sche

Crand +otzl of ING supplies by 1990 ——

-
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1.0, 120452 N/A
ABS: EEWT, FPET, JA

¢ 3UAJECTL  SAKHALIN = PRIME MIMISTER'S LETTER TN PRESIDENT (
(. AS WENTIGMNED SEPTEL, FOLLOWING TS TEXT OF PPIVE
. AINTISTER'S LETTER TN PRESIDEMT NN SAKHALTM, ,

JEGIN TEXT:

( L I‘
YEAR MR, PRESIDENMT:
. SINCE THF 0L I38H AUTHAORTITY PROCLAINMED MARTTIAL
( A TN DECEMBRFER LAST YEAR, WESTERM COUMTRIES, {
TMCLUDING THE UNITED STATES AMD JAPAMN, HAVE
XPRESSED THFIR GRAVE COMCERNM THAT DEVELNPMEMTS
CONFIDENTIAL
(. {
{ {
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IF THE POLISH STTULTION COULD AFFECT SENTLUSLY (
THE FEAST=-=EST RELATIONS TN GENFERAL, AS JFLL AS

TAFE SN0 PEACE, AND ACCORDIMGLYHAVE TAKEN .
SONCRETE “FASURES AGATNST THE SOVIET UNION WHILF

POATMTING DUT TITS RESPONSINILITYFUR THE SITUATIOM,

THI3 SHO®S THE UNMITYAMD COOPERATION AONG {
NESTERN COMWMTRIES, “HICH, 1 BELIEVE, IS HIGHLY

VALUED,

= [N THIS CONTEXT T wiOlH.D LIKE 10 REFER T0 {

THE OUESTION OF TAF KEMEWAL 0OF THE LICEMSES

NTTH REGARD IO THE SAKHALTW EXPLORATIOM PRAJECT,

AHICH HAS REFM A PENDING [S3UF IM VIE+ OF THF ¢
VEAZURES TaArEM AGAINST THE SOVIET UNTOM AHICH

YO ANHOQUMECED LATE LAST YEAMR, T HAVF FER3OMALLY

INFLATNED QUP CONCERN AND ASKED THE COOPERATIOM (
JFEOTHE U3 STNE T VICE PRESIDENT RUSH SHEN HFE .
VISITED JAPAM PRFCEMTLY,

- THE SAKHALTIY PROJFCT IS A OHNGATNHG (
PROJECT wHICH HAS HEEN GOING ON SINCE 1975,

AN TR OTHE LTCEMSES OF YOUR GOVERMNYWFMT ARE

UNT ISSUED I THE VERYNMEAREST FiITtre, 17 (
SEEMS IMFVITASEE THAT THE EXPLORATTAY «0ORKS

TN OTHTS YEAERE wTLL VIRTUALLYHECOYE IMPOSSIALE,

I “oUlD LIKE TD ASK YOUR UMDERSTANDIMG THAT, (
DESPITE NOF THE INTEMTION OF YNUR GOVERNMENT

TN TAKING THE MFASURES AGATHST THE SQVIET

JHTIOM, TT WILL THEM RE THE JAPAMESE SIDE RATHER {
THAN THE SOVIFT SIDE BHN wILL AF ~MOSTLY

DAMAGEY BYSHCH AN OUTCOME,

- I A FULLY AwARFE OF YNUR VARIOUS DIFFICW.TIES {
INVOLYED I THIS QUESTION, HOWFVER, I+ VIEW 0OF

THFE HURGEMCYIMVOLVED IN THE TIMIMG OF THE I88tiF,

I HfOULD LIKFE TO ASK YU, MR, PRESIDEMT, YNUIR (
PERSONAL COOPFRATION IN BRINIMG A FAVOFARLE '
DUTCOME ON THTS TS8SUE, TH THIS CONNECTION,

T A00LD LIKE T0O ASK YOLE TN TAKE INTN CONSINERATIONM (
THAT JAPAM HAS BEENM MATHMTAINMIMG 4 MOST CORRECT

POSTURE TNWARDS THFE SAQVIFET UNTOM STNCE THE

AFGHANTISTAN TMCIDENMT, FVEN COMPARED #ITiH THE {
CNIUNTRIES COF WESTERPN FEHROPE, AnD FURTHER THAT,

VIE HAVE HFEEM DASICALLY TAXKTING A CONRPFRATTIVE PAOSITINN

COMFIDEMTTIAL
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WYTH REGARD 10 THE AHUFSTION OF RESTRAIMING THE

EXTENTTIONM OF OFFICILAL CREDITS T0O THF SOVIET

UMTON, WHICH ARE NOM BEIMG DISCHISFD ASNOMG THE . {

VESTERN COUNTRIES CONCERMED, ‘

~ T LOCK FORSARKD TO SEEZING YOU AGAIN AT

VERSATLLES EARLYMEXT MONMTH, ) {
STHMCERELY,
ZEMKD SUZUNT (
PRIME MINISTER OF JaPAY
4AMSFIFLD (
END OF MESSARFE CONFIDESTTAL
(
.
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